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MEMORANDUM FOR: Director of Legislative Liaison

FROM: Robert W. Magee
Director of Personnel
. SUBJECT: OPM Supplemental Retirement Plan
REFERENCE: Memo for Multiple Addressees fm C/LD/OLL,

dtd 29 March 85, Same Subject

1. As requested in reference, we have reviewed and analyzed
the Office of Personnel Management's (OPM) proposed bill for a
new retirement system for Federal employees hired after 31
December 1983. OPM's bill does not satisfy Agency needs for a
supplemental retirement system. Further specific comments on the
proposed bill are noted below.

2. OPM's bill focuses on a retirement age of 59-1/2, a
defined contribution (non-contributory) retirement system, and an
IRA up to $5,000 per year. Retiring earlier than 59-1/2 is only
permitted for law enforcement officials, firefighters, and air
traffic controllers and the Agency is not cited as an excepetion
to the age 59-1/2 rule. The current Agency Retirement Systems
have successfully permitted the Agency to retire employees at
ages 50, under CIA Retirement Disability System, and 55, under
Civil Service Retirement System. These ages have been fully
compatible with the Agency's need to retain employees through
their most productive years and still provide them an annuity
level which permits them to retire before their employment
becomes detrimental to the Agency mission.

, .

3. We note that OPM's proposal was not accompanied by any
comparative data or analyses to estimate what annuity levels
would be provided upon reaching retirement age 59-1/2. We have,
therefore, relied upon our own preliminary estimates of what a
defined contribution plan provides for retirees.
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4. OPM's proposal puts total emphasis on a defined
contribution plan. Their proposal will not provide an adequate
annuity to permit Agency employees to retire at ages 50 or 55.
Consequently, employees would remain beyond their productive
years thus impacting significantly on the Agency's need for a
young vigorous work force. 1In addition, the OPM bill provides
favorable tax treatment for employees by permitting them to
invest up to $5,000 in an IRA. While this is an attractive
feature, it is highly doubtful that the majority of lower grade
employees would participate in such a plan because they would
already be paying at least 7% for Social Security coverage. We
recognize that OPM has provided this feature for higher grade
employees, but the ability to invest additional monies would be
required for all employees to have an adequate replacement income.

5. The last feature we would like to comment on is the
significantly reduced survivor benefits provided under OPM's
proposal. Survivor benefits are particularly important to Agency
employees because they are frequently required to serve in
‘hazardous areas or under the risk of terrorism activity. These
risks increase the potential for death or disability and thus
impact on employees' willingness to serve anywhere in the world
to meet intelligence requirements. The OPM plan would provide
the survivors of deceased employees either a lump sum payment or
an annuity based on the greater of the balances in the deceased
employee's retirement fund account or one years wages. These
minimum benefits are significantly less than now provided for
Agency employees.

6. In addition to the above comment, I would recommend that
the Agency's response-to OMB include a statement that the DCI has
previously written to the Director, OMB advising him of the
specific needs of this Agency for a retirement system which
permits retirement of ages 50 and 55. Unless adequate annuities
can be provided at these ages, the Agency cannot concur in any
such retirementc proposals.

Robert W. Magee
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Comments on: Federal Employees Retirement System Act of 1985

(OPM Supplemental Plan)

Basic Provisions

This Plan is essentially a defined contribution plan with the
basis for benefits being an accumulation of principle and interest
on 11.6% of salary contributed by the Government. The employee
contributes nothing. While the employee is vested after one year
of service, retirement benefits cannot be drawn until ége 59 1/2
(age 50 for law enforcement officers, fire fighters, and air
traffic coﬁcrollers). Benefits may, at the election of the
employee, be in the form of a 1ump'sum, or a fixed term or life
annuicty. The latter may be opted for either with or without
COLA, howevef, the baéic‘anndity is less when the COLA option is
selecrted. g

This Plan prOV1des dlsablllty benefits roughly comparable to .
those of the current retirement systems except that they do not
begin until six months after cessation of work. Survivor benefits
are significantly less generous. For instance, the surviving
spouse of a deceased employee would be entitled to either a lump
sum paymént Oor an annuity based on the greater of the balance in
the deceased eﬁployees Retirement Fund accqunt Oor one year's
wages. The surviving spouse could, however, be eligible for

Social Security benefits over and above this amount.
. \
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This Plan also provides for a "Federal Employees' Savings
Plan" which permits employees to voluntarily put up to $5,000 per
year into the Retirement Fund. No Government contribution or
matching funds are provided for. Such voluntary contributions
would be treated the same as Individual Retirement Accounts
(IRA's) for withdrawal and tax purposes (i.e., no withdrawal
until age 59 1/2; deferral of tax on interest until withdrawal;
contributions excluded from gross income for tax purposes). This
provision is essentially a liberalizing of the amount one can put
into an IRA and obviously of no real assistance to lower grade
employees. This feature has not been approved by the Internal
Revenue ServiCe\(IRS) and may meet some opposition f;om IRS.

This Plan also prbvides for early retirement of law enforce-
ment officers, fire fighters, and air traffic controllers. These
special category empleyeee are petmitted to begin drawing benefits
from the Retirement Fund Et,age 50 after 20 years of such special
service and the plan furtﬁer provides that they will receive a
supplemental payment the equivalent of‘Social Security benefits
from the date of their retirement until they actually become
eligible for Social Security benefits. CIA employees are not
included in this special provision of the Plan nor is there any
special provision for "discontinued service" cases.

This Plan aeals strictly with the providing of recirement
benefits and does not address the utility of a retirement system

as a management tool to tailor the work force. As such it is
3 3 *

| Declassified and Approved For Release’2013/03/05 - CIA-RDP89-00066R000700110037-6




Declassified and Approved For Releése 2013/03/05 : CIA-RDP89-00066R000700110037-6

]

-

counter to the best interests of this Agency. It would result in

~employees being forced to retire at older ages.

Comments

The projections for a defined contribution plan produce
impressive balances over a full career. However, it is important
to keep these in the perspective of inflation. According to our
consultant, general economic theory is that investment return
will be about 2% higher than inflation over the long run. There-
fore, expected earnings of, for instance 9%, must be discounted
by at least 7% a year to reveal the real dollar value of the
accumulated balances.

Projected funds of a million dollars or more with annual
recturns of $100,000 appear very comforcable. However, if the
rectiree faces a price.tag:of $100,000 for a new car and has to
pay $10 for a quart of miik, and $4 for a daily newspaper, the
income takes on new perspective.

A retirementbprogram based strictly on a defined contribution
pension plan would have devastating impact on the Agency's ability
to maintain an effective work force.

The attached tables provided by Ed Hustead of Hay Associates
(converted to current dollar equivalencts) compare benefits under
current CIARDS and CSRS with benefits received from a defined
contribution plan where 14% (OPM‘s plan calls for 11.6%) of salary

was invested over a career. In all cases, even if a supplement
. \ . B Y N

\
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equal to Social Security is provided at the time of retirement,
the énnuity levels are less than under existing systems. Thé
levels are significantly less if retirement is before age 62.
(Hustead is providing data on OPM's proposal, but it is not
currently available due to prior commitments on his part in
dealing with the current Congressional studies.)

Such a plan would not support the early retireﬁentyrequire—
ments of this Agency and employees would have to work much longer
to acquire sufficient annuity levels. Conversely, similar to the
Stevens' proposal, the turnover of younger employees would be
significantly increased by the portability aspects of such a plan
and the DCI's management flexibility severely hampered in main-

taining -a quality work force.
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Employee entering the CIARDS in 1985

Retiring at Age 60 with 30 Years of Service

Grade at rétirement

"final salary on 1985 scale

“ourteen percent contribution plan:

Capital accumulation plan
Pension plan
Social security

Total benefit from plan:

At retirement
At age 62

At age 80

“enefit from current system

Yote:

; Declassified and Approved For Release 2013/03/05 : CIA-RDP89-00066R000700110037-6

Benefits are shown for an

emplo

GS-9

$26,889

$7,688

$0
$5,243

$7,688
$12,351
$8,752

$15,182

- GS-11

$34,299

$10,578

$0

$5,659

$10,578
$15,440
$10,487

$19,201

GS-15

$64,456

$18,428

$0
$6,225

$18,428
$23,263
$14,635

$36,701

SES
$68,700

$20,715
$0
$6,225

$20,715
$25,378
$15,679

$39,118

yee who participated in the capital
accumulation plan in full throughout the career.

i
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Employee entering the CSRS in 1985

Retiring at Age 55 with 30 Years of Service

Grade at retirement GS-9 GS-11 GS-15

Final salary on 1985 scale $26,889  $34,299  $64,456

Fourteen percent contribution plan:

Capital accumulation plan $7,092 $9,758  $17,000
Pension plan $0 $0 $0
Social security at 62 $4,894 $5,282 $5,810

Total benefit from plan:

At retirement ' $7,092 $9,758 $17,000
At age 62 ' $10,283 $12,697 $18,728
At age 80 - . . $7,554 $8,943 $12,187
Penefit from current system s $14,233 $18,001 $34,407

SES

$68,700

$19,110
$0
$5,810

-$19,110

$20,332

$12,978

$36,673

iote: Benefits are shown for an employee who participated in the capital

accumulation plan in full throughout the career.
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Employee entering the CSRS in 1985

Retiring at Age 65 with 40 Years of Service

srade at retirément

"inal salary on 1985 scale

‘ourteen percent contribution plan:
Capital accumulation plan
Pension plan
Social securit&

fotal benefit from plan:

At retirement |

At age 80

‘enefit from current system

]

GS-9
$28,342

$11,523

- $0

$7,151

$18,674
$13,549

$20,509

GS-11
$34,299

$15,336

$0
$8,057

$23,393
$16,573

$24,819

GS-15
$67,939

$27,665

$0
$8,613

$36,278
$23,974

$49,162

SES
$68,700

$30,223

$0
$8,613

$38,836
$25,395

$49,712

‘ote: Benefits are shown for an employee who participated in the capital
accumulation plan in full throughout the career.
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Employee entering the CSRS in 1985

‘rade at retirement

‘inal salary on 1985 scale

|
|
i fourteen percent contribution plan:

Capital accumulation plan
Pension plan
Social security
l’otal benefit from plan:
At retirement

At age 80

Senefit from current system

ote: Benefits are shown for. an

. ] : . .
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Retiring at Age 62 with 20

GS-9
$23,983

$4,437
$0
$3,238

$7,675
$5,428

$8,172

-employee who partici
~accumulation plan in full throughout the caree

GS-11
$30,780

$6,445
$0
$3,694

$10,138
$6,875

$10,589

Years of Service

GS-15
$59,230

$10,571
$0
$4,455

$15,026
$9,673

$19,989

SES
$68,700

$11,138
$0
$4,455

$15,593
$9,953

$23,634

pated in the capital

1
1
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Employee entering the CIARDS in 1985

Retiring at Age 55 with 30 Years of Service

Grade at retirement GS-9
Final salary on 1985 scale $26,889
Fourteen percent contribution plan:
|
Capital accumulation plan $7,092
Pension plan : $0
Social security $4,894
Total benefit from plan:
At retirement $7,092
At age 62 $10, 283
At age 80 $7,554
benefit from current systenm 'i © $15,182
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GS-11

$34,299

$9,758

$0
$5,282

$9,758
$12,697

$8,943

$19,201

65-15

$64,456

$17,000
$0
$5,810

$17,000
$18,728
$12,187

36,701

SES
$68,700

$19,110
$0
$5,810

$19,110
$20,332
$12,978

$39,118

Note: Benefits are shown for an employee who participated in the capital
accumulation plan in full throughout the career.




4 -

~w

Declassified and Approved For Release 2013/03/05 : CIA-RDP89-00066R000700110037-6

Employee entering the CIARDS in 1985

Retiring at Age 50 with 25 Years of Service

Grade at retirement

Final salary on 1985 scale

Fourteen percent contribution plan:
Capital accumulation plan
Pension plan
Social secufity

Total benefit from plan:

At retirement

At age 62

At age 80

Fenefit from current system

S \ i Coo L .
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GS-9

$25,436

$5,112
$0
$3,917

$5,112
$7,110

$5,493

$12,069

GS-11

$32,539

$7,187
$0

$4,328

$7,187
$8,817
$6,544

$15,310

GS-15

$62,714

$12,236
$0
$4,990

$12,236
$12,632

 $8,762

$29,225

SES
$68, 700

$13,127

$0

$4,99o_‘

$13,127
$13,189
$9,037

$32,598

Note: Benefits are shown for an employee who participated in the capital
accumulation plan in full throughout the career.



